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INTRODUCTION 


Each year Statistics Canada publishes figures on the 
distribution of income among Canadians. These numbers attract 
little of the attention paid to the monthly unemployment and 
inflation figures, but the picture they paint is at least as dis- 
turbing. They reveal a society which continues to be marked by 
vast inequalities of income - inequalities which condemn three 
million of our citizens to lives of poverty in the midst of 


Canada's widespread affluence. 


The lowest-income twenty percent of Canadians receive 
barely 4% of the total national income. The highest-income twenty 
percent, in contrast, receive more than 40% - a share ten times as 
great. The injustice of such an unequal distribution of income 
is compounded by the fact that the relative shares have remained 
virtually unchanged over the quarter century that the government 
has been gathering such data. In 1951 the bottom fifth of 
Canadians received 4.4% of the national income and the top fifth 
got 42.8%. In 1976 the counterpart figures were 3.9% for the 
group at the bottom and 44.0% for those at the tap. 


While the respective proportions of total income have 
remained more or less constant, the income gap separating the 
richest and poorest twenty percent of Canadians has grown enor- 
mously over the past twenty-five years as a result of the multi- 
fold increase in national income. In 1951 the gap stood at $3,060 - 
adjusting for inflation, the equivalent in 1976 dollars of $6,900. 
By 1976 the difference between the richest and poorest fifths had 
increased to $18,000. In other words, the gap, expressed in dollars 


of equal value, had multiplied by over two and a half times. 


That the income gap between rich and poor Canadians has 
grown so dramatically over the same years in which Canada was 


constructing an elaborate multi-billion dollar income security 


system may come as a surprise. However it isn't hard to explain 
in light, of. the fact that so much of. this: welfare. system consists 
of programs providing equal benefits to rich and poor alike. 
Sending the same family allowance and old age security cheque to 

a wealthy family and an impoverished one does not, after all, 
reduce the difference between their respective incomes. It only 
maintains the gap at the same size. And these 'universal' programs 
account for more than 80% of all expenditures for the income se- 
curity programs administered by the federal Health and Welfare 
department.” All of the rhetoric about the welfare state notwith- 
standing, our welfare system has had little effect in tempering 


the overwhelmingly unequal income distribution of the market place. 


However the income distribution that results from this 
combined operation of the market place and the welfare system is 
still not the final distribution. One last mechanism remains for 
reducing income inequality and altering the distribution of actual 
spending power among Canadians - the supposedly leveling effects 


of the tax system. 


For most people, the tax system means the personal income 
tax which is progressively graduated and from which those with the 
lowest incomes are wholly exempted. This tax represents 40% of 
all federal and provincial revenues. With rates that begin at 9% 
(federal. ands provincial combined)..ons the, first.$7604o0f. taxable 
income and rise in steps to 62% on any taxable income over $91,000,> 
it might be expected that this tax would dramatically change the 


income shares of the various groups. 


In fact, 1t changes them hardly at all, as the following 
Papi eeeorr e975 indicates.° 


Share of total 
income before 


Share of total 
income after 


income tax income tax Difference 
Bottom 20% 4.0% 4.6% +. 6% 
Second 20% 10.6 11435 ni 3 
Middle 20% 1716 18.2 + .6 
Fourth 20% 2544 255k 0 
Top 20% 42.6 40.6 -2.0 


The poorest 20% of families and single persons had their 
after-tax share of total income increased by a mere six-tenths of 
one percent - from 4.0 to 4.6%. The second 20% actually did better 
than those at the bottom, seeing an increase in their share of 
nine-tenths of one percent. The middle 20% gained the same amount 
as those at the bottom. Only the 20% of family units with the 
highest incomes saw their share lowered because of personal income 
tax - and this was limited to 2%. They were still left with almost 
41% of total disposable income - nine times the amount available 


to the lowest-income 20%. 


The tax system, of course, includes a great deal more than 
just personal income tax. There are also federal and provincial 
sales taxes, corporate income taxes, excise taxes (such as the taxes 
on liquor and tobacco), import duties and property taxes. Some 
parts of the tax system are not even designated as taxes, although 
that is precisely what they are. The most notable 'taxes-under- 
another-name' are provincial health insurance premiums, contributions 
to the Canada/Quebec Pension Plan, and premiums for Unemployment 


Insurance. 


The Statistics Canada data on the after-tax distribution 
of income unfortunately takes none of these 'non-income' taxes into 
account. Thus it isn't possible to give a precise measure.of the 
effect of the total tax system on redistribution. However the 
findings of several studies indicate that complete data, were it 
available, would prove that the very modest redistribution in favor 
of the poor resulting from the personal income tax is completely 


undone by the other parts of the tax system. 


The best-known Canadian study of the relative tax burdens 
borne by various income groups was done for the Economic Council 


of Canada’ in) 1972. Lt.found that 


while government expenditure programs may contribute 
to the redistribution of income ..).° the tax system 
as a whole does nothing to contribute to this goal. 
Indeed, over the lower portion of the income scale, 
the system tends to contradict the ability-to-pay 
principle by taxing the poor at a higher rate than 
those who are better off. The effect of the few 
taxes ... that are progressive is completely offset 
by the remainder of the taxes in the system .../7 


Federal taxes, the study concluded, were mildly progressive 
(the percentage of income collected in tax increased as income rose) 
except for the lowest income group. What progressivity there was. 
resulted from the personal income tax. All other federal taxes were 
either proportional (they: collected the same percentage of income 
from everyone) or regressive (they levied a heavier burden on the 


poor than on anyone else). 


Provincial taxes,. overall, imposed their heaviest burden 
on the lowest-income group and were basically proportional for all 
other groups. Personal .income tax was the only consistently pro- 
gressive part of the provincial tax systems. The other partouwere 
either proportional or regressive. Municipal taxes, based primarily 


on the property tax, were sharply regressive. 


The Economic Council's study was based on the tax system 
as it existed in 1969. However its conclusions are still valid 
today. Indeed, if anything, the situation of low-income Canadians 


is worse now than it was in 1969. 


A recent study of changes in income distributions between 


1961. and?1974 concludedy that 


it is very unlikely that tax changes 
during the 1970's would operate to 
improve the relative position of the 
poorest family units at the expense 
Of tierra chest. family. Unite aan (Lo) 
is more likely that the share of taxes 
of the poorest (20%) of family units 
has increased relative to the share 
of taxes of the rich. Therefore the 
relative position of the Poon has 
probably deteriorated ... 


The reasons for this conclusion are not complicated. Some 
taxes which placed their heaviest burdens on upper-income persons - 
estate taxes, succession duties, and corporate income taxes - have 
been reduced or eliminated. Also, the 1971 tax reform sharply low- 
ered the top marginal rates in the personal income tax system 
(before tax reform the highest marginal tax rate was 80%; today 
the highest rate is ee Most importantly, a host of new exemp- 
tions and deductions have been introduced into income tax - all 
provisions which give no benefit whatsoever to those too poor to 
pay tax, only modest benefits to lower and middle-income persons, 


and the greatest benefits to those with the highest income. 


In November 1976 the National Council of Welfare issued a 
report discussing there various exemptions and deductions and how 
they have contributed to thwarting the progressive rate structure 
which underlies the income tax system. In that report, The Hidden 
Welfare System, we estimated the cost of just 17 of these tax sub- 


sidiesiitheresaresmere than 60:alltreoldjnatii$6: dobi lLlion;-withuthe 


taxpayer making over $50,000 receiving an average of $4,000 in 
annual benefits, and the taxpayer with less than $10,000 income 


receiving less than $500. 


Notwithstanding the effects of these exemptions and 
deductions, the income tax system remains the only part of Canada's 
tax structure that is at all redistributive from the rich to the 
poor. While these tax subsidy measures have very substantially 
undermined the progressive rate structure, they have not done away 


with it entirely: 


The balance of Canada's tax system, however, begins with 
no progressive rate structure. Rich and poor are assessed the same 
12% federal and up to 10% provincial sales tax on their purchases, 
the same health insurance premiums and payroll tax rates on their 
very different incomes. Some of these taxes have no effect on 
income disparities, while others increase the inequalities. But 
because of their design, none are capable of narrowing the gap 


between the affluent and the poor. 


The purpose..of this: -repoOrpiats CWOLO Lua, HansSte ., Liew 
look at some of these non-income taxes and examine their income 
effects. (Second 1t will, look at ways: in which the tax systemecan 
be used to reduce, rather than broaden, income disparities in 


Canada. 


REGRESSIVE TAXATION: 
MAKING THE POOR PAY MORE 


A person's ability to pay tax is clearly dependent on his 
income. A poor person has virtually no ability to pay - by the 
very definition of poverty he needs all of his inadequate income 
just to buy the necessities for survival. As income rises above 
the poverty line, however, an individual acquires a modest ability 


to pay tax. The greater the income, the more the ability to pay. 


No government in Canada - federal or provincial - would 
argue against these statements. Indeed, federal finance ministers 
and provincial treasurers regularly give assurance of the central 
role which such concepts of equity play in their decisions about 
taxation. Yet both levels of government impose taxes which directly 


contradict these basic principles. 


Major parts of the Canadian tax system are regresSive. 
They not only take money away from those persons and families most 
in need of every dollar of their already inadequate incomes, but 
actually place their heaviest proportional burdens on the poor. 
The clearest and perhaps most surprising examples are the taxes 
used to fund social insurance programs - the Canada and Quebec 


Pension Plans, Unemployment Insurance, and health care. 


Canada/Quebec Pension Plan 


The Canada/Quebec Pension Plan is financed through a pay- 
roll tax. Each employee in Canada must 'contribute' (a curious 
eliphemism for “pay tax’) at a fate of 1.82 of his’ or her earnings. 
The first $1,000 of earnings, however, are exempt from the tax and 
the maximum earnings on which contributions are collected is 


$10,400.77 Employers must match the contributions of their employees. 


Since the’ C:P. Pi -tax Wis ‘calcuilabed as avconstant percentage 
of earnings, itemay appear, at first glance, tosbesproportionaie 
Ine fact, sthesexemption of—the first $1,000 might evem seem toOmieke 
the tax slightly progressive. However once the ceisding on coneri— 
butory earnings 15 takén into accounuy, "the td 16 cacti Sseelruc. be 


neither progressive nor proportional overall. 


The maximum’C.P.P\\ tax = the contribution required) from 
anyone earning $10,400 or more - is $169.20. No matter how much a 
person's income exceeds $10,400, he still pays only $169.20. Clear- 
ly this fixed amount of tax will be a decreasing percentage of 
income as earnings rise. A worker making $11,000 and one making 
$22,000, for example, both pay the same $169.20 a year - but this 
amount is twice as high a proportion of the former's income as of 


the latter’s. 


This is only the first) partvoic whatimekessahe Co PePsiaa 
regressive. The other element is the fact that C.P.P./Q0.PeP..con- 
tributions are allowed as deductions in calculating income tax. 
Because of the increasing marginal rates of the progressive income 
tax, deductions increase in value as a person's income rises. A 
$100 deduction, for example, provides a tax saving of $25 to a 
person in a 25% tax bracket, but a $60 saving to a higher-income 
person in a 60% bracket. To see the real amount of Canada Pension 
Plan contribution, the tax saving from the deduction must be sub- 
tracted from the required contribution. The resulting net Clee 


contributions are shown in the table on the following page. 


The highest C.P.P. tax rate - 1.57% - is borne by persons 
earning $8,000 a year. The rate declines by two-thirds when earn- 
ings reach $20,000, and by nine-tenths when earnings hit $50,000. 
And, this regressivity of the tax rate, is, but. the: firse injucerce 
OL they GPa ris eaar. 


Even more amazing is the fact that while the largest net 


C.P.P. contributions are collected from workers earning $8,000 a 
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year, all these workers get in return is a pension credit entitling 
them to about three-fourths of a full Clee. retirement pension. 
Workers earning $12,000 a year pay $3 less in net contributions 

and get a credit entitling them to a foliec. Pee. pension. Those 
making more than $12,000 pay progressively decreasing net contri- 
butions for the same full pension credit. In fact, while someone 
earning $8,000 must pay $126 to get his three-quarter pension en- 
titlement, a $50,000-a-year earner pays only $81 to get a full 


entitlement. 


Unemployment Insurance 


Like the Canada/Quebec Pension Plan, Unemployment Insurance 
involves a payroll tax. The tax rate is 1.5% ofsearnings with 
an insurable Limiter) $240 2a “eske The compulsory payments of 
Unemployment Insurance tax go under the name of "premiums". 
Employees are allowed to deduct these premiums in calculating income 


tax. 


The maximum on insurable earnings and the deductability 
of premiums result in another regressive tax. Everyone earning 
above the maximum insurable level pays the same amount of tax but, 
Once again, this decreases as a proportion of earnings as income 
rises, while the deduction goes up in value as a person moves into 
higher tax brackets. The 1.5% tax rate charged to a minimum-wage 
worker earning $6,300 a year decreases to a .75% rate for a $25,000- 


SIS WiSiehig (Sele inven. « 


Incredibly, what low-income workers get for paying at the 
highest rate is the lowest coverage. An $8,000-a-year earner pays 
$120 in net Unemployment Insurance premiums to buy coverage which 
guarantees him $103 a week if he loses his job. A $25,000-a-year 


earner pays $112 in net premiums to buy coverage worth $160 a week. 
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Premiums fund only part of the Unemployment Insurance 
programe) A-veryolarge portion isvpaid for out of “qeneraleeevenics = 
the money collected from income taxes, sales taxes and the rest. 

In fact, the financing of Unemployment Insurance was originally 
designed so that premiums would pay the entire cost of the program 
only under close-to-full employment conditions. In periods of un- 
usually high unemployment, it was intended that the (extra texpense 
should be borne out of revenues collected from progressive taxation 


so thereé@would bea fairer distribution of tthe burden, 


However reasonable such a financing system may be, 
Unemployment Insurance is often criticized for not being more 
‘self-sufficient’ - that is, for not involving higher premiums. 
The bookkeeping fiction of a tidy, separate Unemployment Insurance 
Fund = and the related notion that there is an eGeonomic orgmoral 
benefit if the money in this Fund is generated by one form of 
taxation (premiums) as opposed to another (the income tax) - has 
numerous proponents. Two years ago the qovernment gave in to 


their demands and substantially raised the contribution rate. 


What that accomplished was to shift the collection of a 
half-billion dollars of revenues to a regressive payroll tax 
instead of continuing to raise it through a progressive income 
tax. What income redistribution occured went in the wrong 
direction - an increase in the tax burden of poor and middle- 


income earners, a decrease in that of the rich. 


It should not be assumed from these illustrations, however, 
that regressive financing need be a feature of all social insurance 
plans. Workmen's Compensation (or Workers' Compensation as it 
is now known in some provinces), for example, is a social insurance 
program involving employer levies and general government revenues, 
with no regressive payroll tax on employees at all. In Sweden, 


the social insurance programs which have in many ways been the 


model for our own are all financed like our Workmen's Compensation. 


Having the poor pay most to get least is a made-in-Canada added 


feature. 


Health Insurance 


Unemployment Insurance and the Canada Pension Plan are 
federal government programs. But regressive taxation is hardly 
the exclusive prerogative of this one level of government. Indeed 
one of the clearest examples of an ill-conceived tax is a provin- 


Cial levy - health insurance premiums. 


Many people may not think of these as taxes; yet they are. 


A health insurance premium, after all, is a fee charged by a govern- 


ment to pay for a government service - the basic definition of a tax. 


Only three provinces - British Columbia, Alberta and 
Ontario - have chosen to take advantage of this form of taxation. 
Quebec funds its health insurance program through a payroll tax. 
All the other provinces fund theirs from the general revenues 


raised by income, sales and other taxes. 


While the provinces which charge premiums provide no-fee 
or reduced-cost health insurance to their lowest-income families, 
the eligibility limits are not even equal to the poverty line in 
medium-sized cities. In Ontario, for example, a family of four 


must have earnings of less than $8,900 to be exempted from premiums. 


The poverty line! for as Lour-personsfami lyedises 9,41 55ecdniaycity 
the size of London or Windsor. (In metropolitan Toronto the poverty 
jame: Wsewe vent higher ,2:997;:778)% “itt anrontario: famuby of) fourm has 


an income between $8,900 and $9,900 they pay premiums at the rate 
of $264 a year. Once their income reaches $9,900, they have to 
pay full premiums of $528 a year - and those premiums stay the same 


no matter by how much their income exceeds $9,900. 


15 


The regressiveness of this premium structure is obvious. 
A four-member family whose head earns $9,000 a year pays tax at 
an effective rate of 2.9% for health insurance. If the eamnmags 
are $10,000, the tax is 5.3%. But a family of the same-size with 
earnings of $25,000 pays a health insurance jtax of jonly 2.12. AL 
an income of $50,000 the rate is 1.1% =—Jone-fifth thesrate stor the 
$10,000 family. 


The situation in Alberta and British Columbia is similar. 
Although both provinces have lower premiums than Ontario, they also 
have much lower cut-offs for reduced-cost health insurance. In 
Quebec, where health insurance contributions are collected through 
a 1.5% payroll tax which has an exemption for the lowest-income 


workers, the $235 maximum required from salaried employees earning 


above $16,500 produces another regressive rate structure. The 
table below compares the contributions and premiums charged to a 
four-person family at different income levels in the four provinces.!/ 
Earned Birth gia 
Income Quebec Ontario Alberta Columbia 
$ 5,000 
on itess $ 0 $ 0 $ 0 Su22.50 
6,000 40.00 0 86.40 eZ soo 
TROLS 39) 98.63 0 169.20 a2 seo) 
8,000 iib2'<:7 3 0 £69 220 225 400 
9,000 126.63 264.00 169.20 Zo Feu 
LO, 00 0 140.78 52.00 169.20 Zo ithe 
b2 000 hG6We4 3 528.06 LEMu20 225.200 
Because a province doesn't charge premiums does not mean 
that ats health insurance program is.free. The citizens ot Manteo 


Saskatchewan and the Atlantic provinces have to pay for their health 


and medical services, but the primary mechanism for payment is the 
provincial income tn While provincial tax is between 38.5% and 
46% of basic federal tax in the three provinces that charge premiums, 


it is between 50% and 58% in the six provinces that do not. 


However the use of income tax to pay for health insurance 
creates a far different distribution of the costs than a system of 
premiums. Because of the progressivity of income tax, costs of 
health services are apportioned on the basis of ability-to-pay. 
Lower and moderate-income families are made to bear a much smaller 


burden than those with higher income. 


Take, as an example, the case of a married taxpayer with 
two dependents aged under 18 and with an annual income of $10,000. 
In Saskatchewan, this person's 1978 provincial income tax comes to 
$122; this includes the "built-in" health insurance. premiums. In 
contrast, if this same family were living in Ontario, provincial 
income tax plus health premiums would total $799,719 A cursory 
comparison of Saskatchewan's 53% income tax rate and Ontario's 
44% rate could easily lead to the conclusion that Saskatchewan is 
the more heavily taxed province. However, as these figures show, 
its lower and moderate-income families are taxed appreciably less 


when combined taxes are considered. 


The alternatives for financing health insurance graphically 
illustrate a basic point: Governments do have choices in apportion- 
ing the tax burden. The objective of equity in taxation can be 
achieved while still raising the revenues needed to pay for vital 
programs. But this will only be accomplished if governments are 
concerned about the impact of their tax policies on different 
income groups. And beyond merely being concerned, governments 
must be prepared to use the collecting side of taxation as a 


positive instrument to accomplish a fairer distribution of income. 


COMBINING TAXES AND TRANSFERS 


However progressive tax rates may be, the redistributive 
consequences of the collecting side of taxation arepamited? to 
taking proportionately more from those with higher income than from 
those with middle and lower income. This undeniably can reduce 
income disparities but it does nothing about the most fundamental 


problem of the poor: their lack of an adequate income in the first 


place. 

The tax system, however, need not affect the distribution 
of income only by taking money away. It can also be used to provide 
benefits to families and individuals. In fact, the tax system can 


even be made to provide money to persons with incomes so low that 


they are below the tax-paying threshold. 


Paying benefits through the tax system, of course, is 
hardly a new idea. The existing Income Tax Act is filled with 
such programs - everything from home-buying grants to assistance 
for the elderly. However the means that are generally used for 
delivering the benefits - the exemptions and deductions in the 
personal income tax - ensure that the largest benefits go to those 
with the highest income, and that no benefits at all go to those 


with the lowest income. 


The reason, as we've already noted, is that the tax saving 
from a deduction or exemption depends on an individual's marginal 
tax rate. The higher the income, the higher the marginal rate - 
and so the greater the tax saving. Conversely, at an income level 
so low that an individual is below the tax-paying threshold, a 


deduction can never provide so much as a penny in benefits. 


If the tax system is to provide benefits in such a way 


that the inequality of after-tax income is decreased, deductions 


and exemptions aren't the answer. What has to be used instead 


are ctamicredpts : 


A tax credit simply means an amount of tax which need not 
be paid. For example, suppose the government wanted to provide 
$500 in tax relief to each wage-earner in Canada. It could 
institute a $500 Wage-Earners Tax Credit. Anyone with earned 
income would calculate his income tax in the usual manner but 
because of the credit would not have to pay the first $500. If 
a person's gross tax were $500 or less, the tax credit would reduce 
the amount he owes (his net tax) to zero. If his gross tax were 


more than $500, he would get a tax reduction equal to $500. 


A tax credit provides the same tax saving to everyone 
whose gross tax is at least equal to the amount of the credit. 
However a person whose gross tax is less than the credit will only 
benefit in the amount of his tax. In our example, someone with a 
gross tax of $200 would save that amount because of the Wage-Earners 
Tax Credit but would not get the full $500 in benefits. Naturally 
someone so poor that his gross tax is zero would get no benefits 


whatsoever. 


While such an arrangement may be reasonable for some kinds 
of credits, there are other cases where a tax credit ought to 
provide the same benefit to everyone. To return to the example of 
the Wage-Earners Tax Credit, low-income workers are most in need 
of financial assistance. If the objective of the credit were to 
provide income supplementation to the working poor along with tax 
relief to all other taxpayers, then the same $500 in benefits 


should be available to low-income workers as to high-income workers. 


The way to do this is to make the tax credit refundable - 
thet 1s, if gross taxis tess than the amoupt of the credit, .the 
difference is paid (or refunded) to the individual. Suppose we had 


a $500 Refundable Wage-Earners Tax Credit. Someone whose gross tax 


is $200 would have his tax bill reduced to zero. In addition he 
would receive a cheque from the government for the remaining $300 


in benetres, 


One further refinement is possible. Government might want 
to provide greater benefits to low-income people than to those with 
higher income. The cost of something like the Refundable Wage- 
Earners Tax Credit would obviously be large. If the objective were 
only to supplement low wages, then the full benefits should be 
restricted to persons earning less than, say, $8,000 a year and no 
benefits at all should be provided to persons making over $13,000. 
This could be done through a diminishing refundable tax credit - a 
credit whose value is reduced by some percentage of income beyond 


a certain level. 


The $500 Refundable Wage-Earners Tax Credit, for example, 
could be cut down by 10¢ for each dollar of income above $8,000 
(in other words, a reduction rate of 10% for the part of earnings 
above $8,000). Someone earning $8,000 or less would receive the 
full $500 in benefits. A person making $10,000, though, would only 
get a credit of $300 ($500 less 10% of the part of his income over 
$8,000, or $200)% “At an income Bevel of $1237 000 tneCtax terearvt 


would be reduced to zero. 


Refundable tax credits already exist in the provincial tax 
plans Of British Columbia, Alberta, Manitoba and Ontario-spin 
Manitoba, for example, the combination of a Property Tax Credit 
(designed to reduce the impact of property taxes for homeowners 
and renters) and a Cost-of-Living Tax Credit (intended to rebate 
a portion of provincial sales tax) provides benefits of between $225 
and $529 a year to a family of four. Because the credits are 
diminishing, the greatest benefits go to low and moderate-income 
families. For the 1977 tax year, a Manitoba earner supporting his 
or her family of a spouse and two children on a minimum-wage income 


($6,100) received a refund of the full, 529. Wich an wicomesor 


$10,000, provincial tax of $395 was reduced to zero, and the 


amount of the refund was $43. 


The provincial refundable tax credit plans are the first 
step towards using the tax system to provide financial benefits 
to low-income individuals and families. These plans show that 
transfer programs can be combined simply and efficiently into the 
tax system. Rather than be a burden on the poor, the tax system 


can be used to relieve them of their poverty. 


INCOME TAX AND 
INCOME SUPPLEMENTATION 


The starting point for avsystemmol refundable taxicredizes 
in the federal income tax system should be an income supplementation 
program for the working poor. Such a program would herald a signi- 
ficant breakthrough in using the tax system to reduce the income 
disparity between rich and poor Canadians. It would, at the same 
time, begin to set straight the single greatest failure of Canada's 
existing income security system: its denial of assistance to this 


country's more than half’ million “working poor rami lies. 


In spite of repeated proclamations of the virtue of work 
and the vice of relying on public transfer programs, cour Society 
now turns its back on those Canadians who do work but whose incomes 
are insufficient for their family's needs. Even if welfare assist- 
ance exceeds earnings from a job, there are virtually no provisions 
anywhere in Canada for making up the difference. A family's only 
choice is to continue subsisting on the lesser income or to become 
totally reliant on welfare. Except for family allowances, the 
working poor are generally excluded from all benefits as long as 


they continue to work. 


Five years ago the federal and provincial governments 
yOintly set “out to remedy this ‘absurd *and ‘unjust situation.) & 
comprehensive review of Canada's social security system was launched 
with the prime objective of instituting a supplementation program 


for “the working Doon. 


The social security review has now ended, its prime 
objective unmet. A federal offer for a modest income supplementation 
plan to be cost-shared between the federal and provincial govern- 
ments but operated by the provinces never moved beyond the realm 
of proposal. It fell victim to jurisdictional disputes, the down- 


turn of the economy, and the tide of expenditure restraint. 


However, the need for a supplementation program remains 
aS urgent as ever. And it is possible to introduce such a program 
immediately with no rise in government expenditures and no overall 
tax increase. What is required is the restructuring and merging 
of one part of the income security system, family allowances, with 
two parts of the income tax system, the dependents' exemption and 


ine children’ srcredit’ 


Although the latter two are rarely recognized as such, all 
three of these programs are income support schemes for families with 
children. The family allowance provides a taxable benefit of $25.68 
a month ($308.16 a year) for each child aged under 18. The depen- 
dents' exemption excludes from income tax $460 for each dependent 
child under 16 and $840 for dependents 16 or over. The children's 
credit allows a reduction in federal income tax of up to $50 for 
each ‘child: 


While they are all programs of the federal government, 
these three income support programs operate at bewildering cross- 
purposes. The family allowance, being taxable, provides its 
greatest benefits to low-income families. The dependents' exemption, 
on the other hand, provides no benefits at all to low-income 
families and the greatest benefits to the highest-income families. 
The children's credit excludes both low-income and high-income 
families from benefits and provides the greatest tax saving to 
those in the middle. 


However the combined operation of the three programs, as 
the table on the following page shows," is another dismal pattern 
of benefits that increase with income. A family with two children 
and a poverty income of $7,000 or less a year receives $616. A 
family of the same size but with an income of $25,000 gets close 
to $1,000. 


The cost to Canadian taxpayers of this upside-down income 


support system is enormous. Family allowances alone cost $2,226 
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million in the present year. A substantial portion of this, about 
$584 million, will be recovered because the allowances are taxable, 
but this still leaves a net cost of $1,642 mill fifo > The depen- 
dents" exemption costs’ an “additional. "$880 million in “lost! ‘tax 
revenue“ and the children's credit adds a further $275 million 

to the total.?? Altogether we are spending $2.8 billion, but 

in such a manner that low-income families with the greatest need 
receive the smallest benefits, and highest-income families with 


least need get the most. 


This situation must not be allowed to continue. The three 
income support programs for children should be replaced by one 
diminishing refundable tax credit. The benefits from this credit 
should stand the existing schedule precisely on its head: $500 
per child to families with incomes at the bottom of the income 
scale, $300 per child to families with incomes at the top of the 


scale. 


By properly selecting the income level at which the refund- 
able credit begins to be diminished, and by choosing a suitable 
reduction rate, full benefits can be assured to all families living 
below the poverty line. Moreover there need be no decrease in the 
benefits received by any family whose income is below the median - 
about $19,500 this year“# 


now gets from the existing three programs. 


- in comparison to what such a family 


A refundable tax credit built into the federal income 
tax system would be nationwide in scope, ensuring the same benefits 
to families in Newfoundland as in Ontario. Since there is a far 
greater proportion of low-income families in such economically dis- 
advantaged regions as Atlantic Canada, a refundable credit would 


also contribute towards reducing regional disparities. 


A tax credit would be simple to administer, and would 


require no new bureaucracy. The minimum credit of $300 a year 


could be delivered like the existing family allowances through 
monthly cheques of $25 per child. The 'diminishing $200' part 
of the credit would be claimed at income tax time through the 


completion of a simple schedule added to the tax form. 


While the $500 refundable tax credit would not eliminate 
poverty in Canada, it would be a start at reducing both its 
extent and its severity. The extra $200 per child over current 
family allowance levels would mean a $400 income boost for an 
average size low-income family, more than that for larger families. 
For some it would be enough to lift them over the poverty line; for 


most it would at least reduce how far below that line they are. 


And it would involve no increase in government spending, 


no increase in tax rates, and no increase in government deficits. 
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FOOTNOTES 


Derived from data in Statistics Canada, Income Distributions 
by Size in Canada, Preliminary Estimates, 1976, Catalogue No. 
13-206 Annual (Ottawa: Publishing Centre, Supply and Services 
Canada; 1977), page 16. 


Dominion Bureau of Statistics (now Statistics Canada) , Incomes 
of Non-Farm Families and Individuals in Canada, Selected Years 
1951-65, Catalogue No. 13-529 Occasional (Ottawa: The Queen's 
Printer, 1969), page 78. 


Statistics Canada, "Quintile Data, Preliminary Estimates, 1976" 
(Mimeographed page; based on preliminary data from the 1977 
Survey of Consumer Finances). 


Income security programs administered by Health and Welfare 
Canada are Family Allowances, Old Age Security payments, the 
Guaranteed Income Supplement, and Spouses' Allowances; of these, 
the first two are universal and the latter two income-tested. 


Combined federal and provincial marginal tax rates vary by 
province and depend on the percentage of basic federal tax used 
in calculating provincial tax; figures used here and elsewhere 
in this reportcapp hy. to Ontario . 


Statistics Canada, Income After Tax, Distributions By Size in 
Canada, 1975, Catalogue No. 13-210 Annual (Ottawa: Publishing 
Centre, Supply and Services Canada; 1977),,..page 12. 


Allan M. Maslove, The Pattern of Taxation in Canada (Ottawa: 
Information Canada, 1973), page 64. 


W. Irwin Gillespie, "On the Redistribution of Income in Canada", 
The Canadian Tax Journal, Vol. XXIV, No. 4 (July-August 1976), 
page 434. 


See footnote 5. 


National Council of Welfare, The Hidden Welfare System (Ottawa: 
19/7 is, pages, .16.and. 17. 


Maximum pensionable earnings and the amount of the exemption are 
adjusted annually; figures cited are for 1978. 


In this table and all other income tax calculations in this 
report the following assumptions are made, unless specifically 
noted otherwise: Taxpayers are aged under 65; have a spouse, 


i Coes 


14. 


iSy. 


Or 


ies 


one child aged 12 and one child aged 16; and pay provincial 

tax according ‘to the Ontario rate. All family income 1s trom 
earnings and is received by the taxpayer alone. Family allow- 
ance payments, at 1978 rates, are added to earned income in 
calculating tax liability. Ih addition to the aliowaple 
personal exemptions, the unemployment expense deduction of 3% 
of wage and salary income to a maximum of $250 and C.P.P./Q.P.P. 
and U.I. contributions, calculated at 1978 rates, are deducted 
in computing tax. Taxpayers take the optional standard deduc- 
tion of $100. No account is taken of other potential deductions 
such as child care expenses, contributions to private pension 
plans or the pension income deduction. Calculations are based 
on 1978 tax rates and take into account the 1978 federal tax 
credit of 9% of basic federal tax (minimum $300, maximum $500) 
plus the child credit of $50 per dependent child under age 18 
(overall ‘maximum Of “9500 for tax ‘cut sand “cim fa credre)rs 


Maximum insurable earnings are adjusted annually; figure cited 
DS. Spo 1oy Go. 


See footnote 12. 


Under changes announced in the March provincial budget and 
effective on May 1, the Ontario Health Insurance Plan exempts 
couples and families from premiums if taxable income is under 
$3,000 per year; O.H.I.P. charges reduced premiums of $264 if 
taxable income is between $3,000 and $4,000. Based on the 
assumptions of footnote 12, a family of four with earnings of 
$8,869 would have a taxable income of $3,000; at earnings of 
$9,903, taxable income reaches $4,000. In this report Ontario 
health premiums are calculated according to the monthly rates 
announced in the March budget taken on an annual basis. 


Poverty lines for 1977 were calculated by the National Council 
of Welfare on the basis of Statistics Canada's 1976 Revised 
Low-Income Cut-Offs adjusted for an 8.0% increase in the 

average "annual Consumer Price Index from i976 "to 1977). “For fo 76 


cut-offs, ‘see’ Statistics’ Canada, TnicomesDistraputions.oyeol1se 


in Canada, Preliminary Estimates, 1976, page 6. 


In Alberta, families are exempt from premiums if taxable income 
is nil; they pay at a reduced rate of $86.40 if taxable income 
vs between $l-and. $1,000. In British Columbia fanrites of three 
Or more pay $22.50 a year if taxable income is nil; they pay at 
a reduced rate of $112.50 if taxable income is between $1 and 
$1,000... “Under “the assumptions “of fooenete "12; the Tinne for 

nil taxable *iIncome “is ~$5,683 and for “$1 /;000 “taxable income 
$6,752. See also footnote 15. In Quebec, health premiums are 
set at 1.5% of an individual's net income for the year (the 
latter as defined in Quebec income tax), to a maximum of $235 


for salaried employees and $375 for self-employed persons. However 
if the net income of a married taxpayer is less than $5,600, contri 
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butions are waived; if net income is between $5,600 and $5,700, 
contributions are at a. reduced rate. 


Some provinces have come up with names for their general sales 
taxes which suggest that these levies are used to pay for 
health services. In Nova Scotia, for example, the sales tax 

is called a Health Services Tax. In reality this is little 
more than using names to make a tax more palatable. Sales tax 
revenues go into the general provincial treasury; some of these 
dollars may be used to pay for health services, but they may 
equally be used to pay for any other government program. 


Provincial tax reductions for 1978 (already announced in 

both provinces) are included in the totals. However prov- 
incial, taxscredits|areenot included) becauseid)s theseveredits 
are not part of the income tax system per se, being related 
instead to provincial property and/or sales taxes; and 

2) calculation of credits would require an estimate of 
shelter costs but there is no obviously 'typical' rent for 

a $10,000-a-year family. If we were to assume rent payments 
of $250 per month and subtract the resulting credits from 

the sum of provincial income tax and health insurance premiums, 
provincial tax totals for the $10,000-a-year family would be 
$122 in Saskatchewan and $582 in Ontario. 


See footnote 12. 
Estimates obtained from Health and Welfare Canada. 


Estimates calculated by the National Council of Welfare. In 
The Hidden Welfare System federal tax losses in 1974 from the 
exemption were estimated at $619 million. The exemption in 
the 1978 tax year is 43% greater than in 1974 because of tax 
indexing. It has therefore been estimated that the 1978 tax 
loss will be comparably greater. 


Canada, Department of Finance, Supplementary Budget Papers 
(March 31, 1977), page: 4. 


Median income for families with children in 1976 was approxi- 
mately $17,000 (see Statistics Canada, Income Distributions 
bynolze 1m Canada, *Pretiminary*Estimates? 1976, page 12). 
Allowing for a 15% inflation rate between 1976 and 1978 brings 
the projected 1978 median to $19,500. 
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National Council of Welfare 
Brooke Claxton’ Bualding 
Ottawa KIA OK9 


Director: Edward Tamagno 


NATIONAL COUNCIL OF WELFARE 


The National Council of Welfare was established by the 
Government Organization Act, 1969 as a citizens' advisory body 
to the Minister of National Health and Welfare. Its mandate is 
to advise the Minister on matters pertaining to welfare. 


The Council consists of 21 members, drawn from across 
Canada and appointed by the Governor-in-Council. All are private 
citizens and serve in their personal capacities rather than as 
representatives of organizations or agencies. The membership of 
the Council includes past and present welfare recipients, public 
housing tenants and other low-income citizens, as well as lawyers, 
professors, social workers and others involved in voluntary 
service associations, private welfare agencies, and social work 
education. 


Reports by the National Council of Welfare have dealt 
with income security, taxation, the working poor, children in 
poverty, single-varent families, social employment, social ser- 
vices, community organization, nutrition, legal aid/legal services, 
low-income consumers, poor people's groups and poverty coverage 
in the press. 


On peut se procurer des exemplaires en 

francais de toutes les publications du 

Conseil national du bien-étre social, 

en s‘adressant au Conseil national du 

bien-étre social, Immeuble Brooke Claxton, 
OTTAWA KIA CK9 
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